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California’s California’s 
Budget ChallengeBudget Challenge

Where We AreWhere We Are

How We Got HereHow We Got Here
AndAnd
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California’s Budget Challenge:California’s Budget Challenge:
Where We AreWhere We Are

nn Current Budget Overspends By Current Budget Overspends By 
$9 Billion$9 Billion

nn Budget Shortfall $12.5 Billion Over Budget Shortfall $12.5 Billion Over 
Two YearsTwo Years

nn California Credit Rating DowngradedCalifornia Credit Rating Downgraded
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First Two Years: First Two Years: 
Double Digit Spending Growth Highest of Largest StatesDouble Digit Spending Growth Highest of Largest States
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Source data: The Fiscal Survey of States

*Comparable information not available for Texas.  The state operates on a biennial budget and single-year amounts were not disaggregated.  

However, the biennial growth between fiscal year 1998 and 2001 is approximately 5 percent.
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How We Got HereHow We Got Here
First Two Years: First Two Years: 
Double Digit Spending Growth Highest of Largest StatesDouble Digit Spending Growth Highest of Largest States

nn Texas Texas [5%][5%]
nn New York New York [9%] [9%] 
nn Massachusetts Massachusetts [12%][12%]
nn FloridaFlorida [14%] [14%] 
nn OhioOhio [15%] [15%] 
nn IllinoisIllinois [14%] [14%] 
nn New Jersey  New Jersey  [16%][16%]
nn CaliforniaCalifornia [35%][35%]
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California’s Budget Challenge:California’s Budget Challenge:
How We Got HereHow We Got Here
Economy Warnings Long Before 9/11Economy Warnings Long Before 9/11

nn December 2000: UCLA Forecasts December 2000: UCLA Forecasts 
Recession Recession ---- California VulnerableCalifornia Vulnerable

nn April: Federal Reserve Says State Will Be April: Federal Reserve Says State Will Be 
Hit HarderHit Harder

nn AprilApril--May: Wall Street Lowers State’s May: Wall Street Lowers State’s 
Credit RatingCredit Rating

nn June: UCLA June: UCLA ---- Davis Energy Response Davis Energy Response 
Adds Debt, UnemploymentAdds Debt, Unemployment
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California’s Budget Challenge:California’s Budget Challenge:
Where We AreWhere We Are
20012001--20022002 Budget Spends More Than It Takes InBudget Spends More Than It Takes In
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$74.1 
billion

$78.8 
billion

Revenues Expenditures

July 2001 Estimate
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California’s Budget Challenge:California’s Budget Challenge:
Where We AreWhere We Are
20012001--20022002 Budget Spends More Than It Takes InBudget Spends More Than It Takes In

$55.00
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Revenues Expenditures

$69.4 
billion

$78.4
billion

January 2002 Re-Estimate

ExpendituresRevenues
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36% Spending Growth During Davis Administration36% Spending Growth During Davis Administration
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California’s Budget Challenge:California’s Budget Challenge:
Where We AreWhere We Are
Inflation andInflation and Population Vs. Spending GrowthPopulation Vs. Spending Growth
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California’s Budget Challenge:California’s Budget Challenge:
Where We AreWhere We Are

nn Budgets Built On Volatile Revenue Budgets Built On Volatile Revenue 
SourceSource

nn 2000: Stock Options = 13% Of California 2000: Stock Options = 13% Of California 
Personal IncomePersonal Income

nn Seven California Tech Firms = 50 Seven California Tech Firms = 50 
Percent Of Options IncomePercent Of Options Income
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California’s Budget Challenge:California’s Budget Challenge:
Where We AreWhere We Are
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California’s Budget Challenge:California’s Budget Challenge:
Where We AreWhere We Are
Total General Fund Increase in the last 3 Total General Fund Increase in the last 3 
years of Wilson and first 3 years of Davisyears of Wilson and first 3 years of Davis

27% 36%

Pete 
Wilson

Gray 
Davis
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Zero-Based Budgeting

nn Traditional Budgeting:  Prior year level Traditional Budgeting:  Prior year level 
plus growth & inflationplus growth & inflation

nn ZeroZero--Based Budgeting:  Start every year Based Budgeting:  Start every year 
from zero & justifyfrom zero & justify

nn Forces focus on savings & efficiencyForces focus on savings & efficiency

nn With term limits and turnover, even With term limits and turnover, even 
more importantmore important


